The paper analyzes the returns earned by the sample mutual funds benchmarking with market return. It also assesses whether they are taking advantages of diversification, market timing and selectivity of securities to their investors. Secondary data of eight sample mutual funds' have been used from 2015 to 2018 published by Nepal Stock Exchange and respective fund manager. Risk adjusted performance measures Jensen alpha, Treynor ratio and Sharpe ratio have been used to analyze return in terms of risk and Co-efficient of Determination (R 2 ), Quadratic Regression of Treynor and Mazuy and Famade composition model are employed to assess diversification, market timing and selectivity ability of fund manager. The result explores that funds that are operated from 36 months over-perform benchmark market index and those funds operated for 16 months are suffering from very low return. Further evidence shows that low amount of diversification, moderate level of selectivity and no significant relationship between timing skill and return of funds.
.
Till June, 2018, there are all together 13 mutual scheme traded on Nepal Stock Exchange with total paid up capital Rs.21,705.2 million whereas Nepal Stock Exchange occupy Rs.367,365.5969 million capital. Mutual fund are occupy only 5.91%, 5.81% and 2.16% market share of NEPSE in the year 2018-19, 2017-18 and 2016-17 respectively. At 14 may 2018, total turnover of NEPSE is Rs.12, 779.19 million in amount and turnover of mutual fund is Rs.20.76 million that is 0.1625% (Nepal Stock Exchange Exchange, 2018) .
Very few research has been completed regarding the mutual fund performance in Nepal. The overall performance evaluation of Nepalese mutual fund is the main aim of this study. The specific objectives is to measure the return earned by sample mutual funds benchmarking with market return in terms of different risk and to assess the mutual fund schemes offering the advantages of diversification, market timing and selectivity of securities to their investors.
The performance of mutual fund in terms risk adjusted return, diversification, market timing and selectivity ability are analyzed by using diverse technical measurement methods. The popular measures introduced and tested by Jenson (1968) . Treynor (1965) and Sharpe (1966) , are developed on the assumptions of 'The Capital Asset Pricing Model' (CAPM) propounded by Sharpe, Lintner and others has been used to analyze the performance of mutual fund. This paper deals with the performance evaluation of 8 mutual funds in terms risk adjusted return, diversification, market timing and selectivity ability and it has been structured as Section 1: Introduction, Section 2: Review of literature, and Section 3: Methodology and Data Analysis.
Review of Literature
Numerous theoretical and empirical researches have been conducted on the performance evaluation of mutual fund both in the context of developed and developing countries around the world. This section presents a brief review. Treynor & Mazuy (1966) 's study found that none of the investment managers of the 57 funds (1953) (1954) (1955) (1956) (1957) (1958) (1959) (1960) (1961) (1962) outguess the market and that these managers should not be held responsible for failing to anticipate changes in market direction. Sharpe (1966) evaluate performance of mutual funds using concept from modern portfolio theory. He has developed a composite measure that considers Journal of Financial Risk Management return and risk. He evaluated the performance of 34 open-end mutual funds during the period [1944] [1945] [1946] [1947] [1948] [1949] [1950] [1951] [1952] [1953] [1954] [1955] [1956] [1957] [1958] [1959] [1960] [1961] [1962] [1963] . He concluded that the average mutual fund performance was distinctly inferior to an investment in the DJIA (Dow Jones Industrial Average). It was also revealed that good performance was associated with low expense ratio and only low relationship was discovered between fund size and performance. Jensen (1969) developed portfolio evaluation model including risk aspects explicitly by utilizing and extending theoretical results by Sharpe (1964) and Lintner (1965) on the pricing of capital assets under uncertainty. The result convey that measure of portfolio performance (which measures only a manager's ability to forecast security prices) is defined as the difference between the actual returns on a portfolio in any particular holding period and the expected returns on that portfolio conditional on the riskless rate, its level of systematic risk, and the actual returns on the market portfolio. Criteria for judging a portfolio's performance to be neutral, superior, or inferior are established. Fama (1972) introduced a model for evaluating investment performance of managed portfolios. He suggested that the overall performance of managed portfolios could be broken down into several components. He argued that the observed return of a fund could be, due to the ability of fund managers, to pick up the best securities at a given level of risk (their selectivity ability). Some portion of this return could also arise due to the prediction of general market price movements (their market timing ability). Henriksson (1984) , by using both the parametric and non-parametric tests for the evaluation of forecasting ability presented by Henriksson and Merton, the market-timing ability of 116 open-end mutual funds is evaluated for the period 1968-80. He found little evidence of market timing ability of manager. Grinblatt & Titman (1989) employ the 1975-84 quarterly holdings of a sample of mutual funds to construct an estimate of their gross returns. They use sample, which is not subject to bias and sample is used to test for the existence of abnormal performance. The tests indicate that the risk-adjusted gross returns of some funds were significantly positive. Blake & Timmermann (1998) , they obtained some new patterns in performance related to the funds' distance from their inception and termination dates: underperformance intensifies as the fund termination date while, in contrast, there is some evidence that funds (weakly) outperform during their first year of existence. These evidence supported by large sample containing the complete return histories of 2300UK opened mutual funds over a 23-year period to measure fund performance. Galagedera, Roshdi, & Fuku (2018) suggested that comprehensive performance measurement and fund management of mutual fund process can be conceptualized into three level: to assess overall performance, a network data envelopment analysis model is used, to operate under two different environmental conditional levels of risk and other levels of risk exposure intermediate measure is used. Finally they proposed new index to assess linkage performance is dem-Journal of Financial Risk Management onstrated empirically to improve discriminatory power of performance. Jaydev (1996) evaluates the performance of two growth oriented mutual funds (Mastergain and Magnum Express) on the basis of monthly returns compared to benchmark returns. It is found that, Mastergain has performed better. Biplob 
1) Average Return
The performance of mutual fund can be analyzed with the help of produced average return based on NAV by the mutual over the period (Sharpe, Alexander, & Bailey, 2001 ) of time. Generally, portfolio performance is evaluated by calculating return which also incorporate dividends and capital gains ( Figure 1) .
2) Risk
The risk is calculated on the basis of month-end NAV. The following measures of risks associated with portfolio: Standard Deviation (σ), Beta (β), Unsystematic Risk (σEp) are used for evaluation of mutual fund.
3) Benchmark
A benchmark is a standard against which the performance of a security, mutual fund or investment manager can be measured. Generally, broad market and market-segment stock and bond indices are used for this purpose. Comparison of risk return of other companies can be compared to evaluate performance of the company. 4) Reward to Variability It was developed by Sharpe (1966) . Sharpe devised an index of portfolio performance measure, referred to as reward o variability ratio. The Sharpe ratio provides the reward to volatility trade-off. It is the ratio of the fund portfolio's average excess return divided by the standard deviation of the return. 5) Reward to Volatility Treynor (1965) was the first researcher developing a composite measure of portfolio performance which is called Treynor ratio. Treynor conceived an index of portfolio performance called as reward to volatility ratio based on systematic risk. It is denoted by TP is the excess return over the risk free rate per unit of systematic risk, in other words it risk premium per unit of systematic risk. 6) Selectivity Fama and Jensen measures are used to measure the selectivity skills of manager. Jensen (1968) explained, A portfolio manager's predictive ability that is, his Journal of Financial Risk Management ability to earn returns through the successful forecast of security prices. Similarly, Fama said that while observed return of a fund could be due to the ability of fund managers to pick up best securities at a given level of risk (selectivity). Selectivity can be further decomposed into net selectivity and diversification.
7) Diversification
One of the important advantages of mutual funds is that a small investor can also enjoy benefits of diversification of portfolio. 
Methodology and Data Analysis

Tools used for Data Analysis
The popular measures introduced and tested by Jenson (1968). Treynor (1965) and Sharpe (1966) , Fama (1972) , Treynor and Mazuy (1966) where, EARp = Equilibrium Average Return = ARf + βp(Arm − ARf), Ap is the Jensen Alpha, ARp is the average portfolio return, ARm is the average market return, ARf is the average risk free rate of return, Βp is the systematic risk of portfolio.
2) Treynor Technique
Treynor ratio is the first risk-adjusted performance measure of mutual funds that was put forward by Treynor in 1965. It is calculated as the ratio of the excess return of the mutual fund divided by its beta (systematic risk) and is defined as:
where, Tp is Treynor ratio of portfolio, Tm is Treynor ratio of market, βm is systematic risk of market.
Here, excess returns of market over risk free return (ARm -ARf) are the benchmark. Greater value of the portfolio over the market indicates a superior performance of the fund.
3) Sharpe Technique The Sharp ratio uses standard deviation to measure total risk of a portfolio rather than to consider only the systematic risk summarized by beta factor. This ratio basically indicates risk premium return earned per unit of total risk. Sharpe introduced the following reward to variability ratio (known as sharp ratio) as follows:
where, Sp is Sharpe ratio of portfolio, Sm is Sharpe ratio of market, σp is risk of portfolio return, σm is total risk of market index. Treynor and Mazuy (1966) where "a" is the timing-adjusted alpha, which represents the timing-adjusted selective ability of mutual fund managers. The quadratic term in equation is the market timing factor and the coefficient of the market timing factor, "b" represents mutual fund managers' market timing ability. If "b" is positive, mutual fund managers have superior market timing ability i.e., the investment portfolios of mutual funds are adjusted actively to well-anticipated changes in market conditions. A negative implies that mutual fund managers do not exhibit market timing ability.
4) Treynor&Mazuy Regression Analysis
5) Fama Measures
Fama measures breaks down the observed return into four components: Similarly, result shows that all the funds except LVF1 have experienced higher than market return in case of Treynor ratio also called reward to volatility ratio i.e., return per unit of systematic risk (β) in Group A fund but in market NMBSF1 performs better than others . All fund except NEF are earning negative return as reward to volatility from Group B whereas in market all are performing negative return.
The result unveils that from group A all funds have generated higher Sharpe ratio also called reward to variability ratio i.e., return per unit of total risk (ϭ) than that of market return. NMBSF1 got the highest excess return over risk-free return for taking per unit of total risk i.e. 0.1302. But in group all funds except NEF in market have negative return against for taking per unit of total risk. In T. P. Upadhyaya, S. Chhetri Journal of Financial Risk Management Table 2 discloses that based on dividend adjusted return all the funds from Group A have positive return. Out of four three fund earning greater than market return, they are: SEOS, NMBSF1, LVF1. On the other hand, some mutual funds have lower total risk than market. In addition mutual funds return are less sensitive than market since all fund have Beta less than 1. In Group B, all mutual funds are performing lower than risk free rate of return, GIMESL, NIBLPF have greater risk than market but other have lower risk than market. Beta is also lower than 1 it refers lower sensitivity of stock. Table 6 reveals that in Group A from May 2015 to May 2018 on an average mutual fund earned return of 1.0346% monthly with standard deviation of 0.1533 monthly based on monthly NAV. Whereas average monthly return of market in this period was 0.9088 with the standard deviation 0.1894. Which indicates mutual funds' performance was better than market index. In Group B
from February 2017 to May 2018 on an average mutual fund monthly earned return of −0.1560% with standard deviation of 0.4348 based on monthly NAV.
Whereas average monthly return of market in this period was −0.4874 with the standard deviation of 0.8237 which indicates mutual funds' performance and market performance both are not good.
Conclusion
The results pertaining to the selectivity skills of fund managers have indicated that all of group A possess positive net stock selection ability of portfolio managers have found positive for majority of schemes but Group B mutual fund have negative net selectivity ability. So it can be concluded that over research period mutual funds are over-perform benchmark market index and it depicts low amount of diversification, moderate level of selectivity and no significant relationship between timing skill and return of funds. Mutual Funds have contributed significantly to shaping economy. To accelerate economic growth and enhance the financial capabilities of small household, it is the better solution for investment issue since small amount can be employed through good selection and timing strategy.
